Federal Reserve Monetary Policy
The Federal Reserve has changed its positon on future short-term rates.
In December the Fed announced four rate increases this year, but is now
considering one or two. The market is anticipating no or maybe one rate
increase. A growing number of observers wonder about the effectiveness
of low or negative interest rates worldwide and how it could unintentionally
impact retirement savings, pension funds, insurance companies and bank
lending programs moving forward.

Inflation
The year-over-year inflation rate is 0.9 percent after reaching 1.4 percent
two months ago. Expect this to be the new level for the next couple of
months. The core Consumer Price Index (CPI) inflation, which excludes
food and energy costs, is up 2.2 percent. It’s always been a mystery to me
why the Bureau of Labor Statistics, which reports CPI, excludes food and
energy from “core” inflation since “core” implies something everybody
needs. There has always been a noticeable gap between reported
inflation figures and what I believe is a higher level of inflation consumers
actually experience.

Economic Activity
U.S. Gross Domestic Product (GDP) growth decreased a full percentage
point in one year – from 2.9 percent at the end of March 2015 to
1.9 percent at the end of this past March. Economists are already
considering their 2.5 percent growth estimates for 2016 too optimistic.
But the good news is the United States is one of the fastest growing
developed countries across the globe.
Consumer confidence is falling. It peaked in January 2015 at 103.8
and now stands at 94.2, according to the Conference Board, a business
membership and research organization. Consumers make up about twothirds of the U.S. economy, so this is not a favorable trend.
New orders for durable goods have been positive only four times in the last
14 months.

May 2016
and savers are charged for saving (as with negative interest rates) and
borrowers are paid for borrowing? It seems like the source of capital
available for lending would rapidly dry up. Perhaps a shortage of capital
for lending will be one of the unintended consequences in countries with
negative interest rates.
In Japan, many consumers are avoiding negative interest rates by
buying safes and holding their cash. Some economists worry people are
“squirreling away money at home instead of investing it or putting it into
bank accounts,” The Japan Times stated.

Stock Market
Last year around this time, the S&P 500 stood at a record high of 2,134.
Today the most recent data as of the fourth quarter of 2015 shows
corporate profits are down 11.5 percent from the previous year. Further
declines are expected when first quarter 2016 results are finished reporting
even though the S&P 500 is at 2,081 – less than 3 percent below the same
time last year when corporate profits were much higher.
The markets could keep moving higher, but it would be at the expense of
reasonable underlying selection fundamentals that seem to have taken a
back seat to Federal Reserve monetary policy-driven stock prices.
Below is a graph of Federal Reserve interest rates since 2007 (basically the
line sits right on top of zero), along with cumulative returns for GDP and the
cumulative return of the S&P 500. The benefit to the S&P 500 is many times
the benefit to economic growth (GDP).
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Real personal income gains annually (after inflation) have been between
2.5 and 3.5 percent on a regular basis. It looks like consumers have been
saving a bit of their wage gains, since savings as a percentage of wages
have increased by about 1 to 5.4 percent over the last year and a half.
The daily treasury statement as of April 29 shows Federal debt at
$19.148 trillion – that’s up $1.03 trillion since September 30.
I continue to expect slow growth across the United States with no recession
in sight in 2016.

Fixed Income
If interest earned on savings is the reward for savers and interest charged
is the cost to borrowers, what happens when the tables are reversed
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